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= 
KEY ECONOMIC INDICATORS 
(In US$ Unless Otherwise Stated) 


Percent Change 
1971 1972 1973 1973/1972 
GROSS NATIONAL PRODUCT 

GNP at Current Prices (Millions) 65446 75277 8,382 

GNP Constant 1968 Prices (Millions) 55459 55776 6,111 

Per Capita GNP, Current Prices ($) 457 500 559 

Per Capita GNP, Constant 1968 Prices ($) 387 397 407 


LABOR FORCE 
Total Labor Force (Thousands) 4,486 4,643 


Fully Employed (Thousands) 3,208 3,510 
As Percent Total Labor Force (%) (71.5) (75.6) 
Not Fully Employed ( Thousands) 1,278 1,133 
As Percent Total Labor Force (%) (28.5) (24.4) 


MONEY AND BANKING (December) 
Money Supply (Millions of Soles) 39,571 44,878 
Commercial Bank Interest Rate (Prime) 5 17.5 
Central Bank Discount Rate (Commercial 
Loans) 9.5 9.5 


COMMERCIAL BANKS ACCOUNTS (Millions of 
Soles 
Loans 
Investments (Securities) 
Deposits 


INDICES (Base Year = 100.0) 
Consumer Price Index (1966 = 100.0) 
Whole Sale Price Index (1963 = 100.0) 
Construction 
Agriculture 
Livestock 


BALANCE OF PAYMENTS 
Net Gold and Foreign Exchange Reserves 
Net Balance of Payments 
Balance of Trade 
Total Exports (FOB) 
U.S. Share (%) 
Total Imports (CIF) 
U.S. Share 


ECONOMIC ACTIVITY 
Electricity Consumption: Lima Area 
(Millions of Kw/H) Total 25204 2,346 
Industry 801 847 917 
Cement Consumption (Thousands of MT) 1,471 1,584 1,718 
Stamp Tax Collection (Millions of Soles) 10,236 11,417 14,875 


Source: Ministry of Economy and Finance, Central Reserve Bank, Superintendency of Banks, 
National Office of Statistics and Census, Superintendency of Customs 





SUMMARY 


The Peruvian economy, despite increased import costs, a higher rate of in- 
flation, and concern over the value of the Soly is expected to grow at 67% 

in coming months due to increased export earnings and expansion of domes~ 

tic demand. Public investment and personal consumption spending will remain 
the most dynamic factors affecting demand. Private domestic investment will 
continue to be sluggish. Private foreign investment will grow, but will be 
limited principally to extractive industries. The construction, manufacture 
ingy service and commercial sectors will provide most of the internal growth 
in the economy with the fishmeal industry recovering to possibly 30% of 
normal, Growth in the agricultural sector will fail to match population 
growth. The balance of payments deficit expected for 1974 should be of 
manageable proportions owing to large gross capital inflows to the public 
sector for debt refinancing and development projects which should offset 
deficits on current and shorteterm capital accounts. Peru has issued mane 
datory 180-day import credit requirements and has reduced foreign exchange 
quotas to private sector importers which may cause shortages and reduce proe 
duction. These measures have added to uncertainty in the private sector, 

In addition, the higher cost of Peru's petroleum and agricultural imports 
will be largely offset by higher mineral export earnings. For these reasons, 
plus the inelastic world demand for Peru's exports and a healthy net inter- 
national reserve figure, devaluation of the Sol, although widely rumored, is 
unlikely. The Peruvian Government has promulgated its new social property 
law for the creation of workeremanaged enterprises which are eventually supe 
posed to constitute the predominant sector of the economy. A few such entere 
prises are expected to be launched this year. Further, additional basic 
industries have been taken over by the State, and new, clarifying regulations 
about the operations of the industrial communities may be announced soon, In 
sum, despite inflation, lack of new private investment, and slow agricultural 
growth, Peru's economy is probably as sound as those of most nations of the 
hemisphere. 


Implications for U.S. Business 


--U.S. exporters of capital and intermediate goods, raw materials, and cere 
tain agricultural products will find a growing market in Peru. Credit terms 
and conditions will be increasingly important, Public sector investment 
projects merit special consideration, 


#-Opportunities exist in Peru for foreign investors, providing they undere 
stand the new ruleseof-the-game as defined by the Peruvian Government and 
related Andean Pact regulations. In particular, public sector projects offer 
openings for profitable construction and management contracts, provided fi- 
nancing is available. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Construction and Manufacturing Sectors to Lead Moderate Overall GNP Growth 


Real GNP is expected to continue its moderate growth of recent months 

(5.5 = 6%) led by substantial increases in construction and commercial ace 
tivity and better than average growth by the manufacturing and service sece 
tors. Increases in output in the mining sector will probably be limited to 
productivity gains until 1976 when new mines (Cuajone, Cerro Verde) are 
brought into production, Less than average growth is anticipated in coming 
months in the energyy housing and transport sectors. Partial resumption of 
the anchovy catch will give the fishing sector a boost this yearj however, 
at best fishmeal production will probably reach only 30% of normal volume 
with full recovery of the industry not expected until 1976, 


The absence of significant growth in the agricultural sector, especially in 
the production of basic food items, has contributed to internal inflation 

and balance of payments difficulties and has produced sporadic food shortages. 
Climatic factors, slow adjustment to agrarian reform, inadequate prices at 

the farm level and inefficient marketing and distribution systems are the 
major factors limiting growth in the sector, Several large coastal irrigae 
tion projects currently being executed will increase total production in the 
long run, but in the meantime per capita output of basic food items will 
continue gradually to decline, 


Personal consumption and public investment spending are the dynamic factors 
on the demand side, although public consumption expenditures are presently 
increasing more rapidly than in recent months, Domestic private investment 
appears to be recovering at a somewhat more accelerated pace, especially in 
the manufacturing sector, but primarily as the result of greater reinveste 
ment of earnings. Private foreign investment in 1974 will be restricted 
largely to oil exploration and the Cuajone copper project, but the total ine 
flow should nearly double the level of the past year, Forecasts of external 
demand for Peruvian goods and services promise healthy growth in coming 
months. These export earnings, however, will be substantially offset by 
increased import expenditures, leaving little in the way of net foreign exe 
change earnings to offset the expected deficit on other current account items, 


Industrial Activity Keeping Pace with Rise in GNP 


Industrial sector activity is increasing in step with overall GNP with mo- 
derate growth in manufacturing activity. Specific industries currently 
showing the greatest production gains include: furniture manufacturing; 
building materials, especially cement; food processing; textiles; fishmeal 
processing; and printing and publishing; all of which are expanding by more 
than eight percent. Less than average growth is occurring in the beverage 
industry, shoe manufacturing, leather goods production, petroleum refining, 
metaleworking and machinery, and assembly of appliances, while the produce 
tion of wearing apparel, paper, tires and other rubber products, and chemical 
products is declining. The chemical products industry has been adversely 
affected by a shortage of raw materials, 





Social Property Law Completes Economic Restructuring Program 


Promulgation of the Social Property Law on April 30 marked the last of the 
major economic reforms which together are designed radically to restructure 
the economic, social and political fabric of Peru. The main features of 
the newly-created Social Property Sector, which the Peruvian Government 
says will become the predominant sector of the economy in the future, 
include: worker creation and management of enterprises, collective owner- 
ship, and continuous upgrading of worker productivity through training. 

Up to 100% of the initial financing for social property enterprises is to 
be provided by the State, and preferential treatment must be accorded to 
these enterprises by all financial institutions for subsequent financing. 
Also, all public sector entities mst give priority to social property 
enterprises in procurement and in exploitation of new investment oppor- 
tunities. They are also to receive most favored treatment with respect to 
taxes, Notwithstanding these competitive advantages, the social property 
sector is not expected to command a sizeable proportion of the country's 
resources for several years, since the concept is largely untried and still 
controversial and the Commission established to develop and guide the 
sector is likely to proceed cautiously. 


Meanwhile, the State has continued the takeover of basic industries and, 
although there are great intra and inter-industry differences, the industrial 
communities are gradually progressing toward their eventual 50% ownership 

of manufacturing enterprises. New clarifying regulations may be promulgated 
in this regard in coming months. 


Public Investment Programs Emphasize Natural Resources Deve lopment 


Peru's short-run development strategy emphasizes the exploitation of the 
country's natural resources, the exportation of which is expected to finance 
future development needs. To this endg several major projects are in the 
execution stage, and several others are in an advanced stage of prepa- 
ration. 


Public investment increased by 23.9% in real terms in 1973, with public 
enterprises accounting for a surprising 86% of the total, Even larger 
real increases are expected for 1974 and 1975, 


Mineral production andexports (copper, zinc, lead, silver) are expected 

to reach an annual rate of $1 billion by 1977 and nearly $2 billion by 
1980 as old mines are expanded and new mines brought into production. 
Additional investments in several small and medium sized mines will 
substantially increase their production, Also, additional copper and 

zinc refinery capacity is being installed. Total investment in the mining 
sector should approach $250 million over the next several months, about 
55% of which will be by the private sector (principally Cuajone). Most 

of the public sector investment will be financed by external loans and 
executed with the assistance of foreign technicians, 





Accelerated oil exploration in the Peruvian jungle will require nearly 
$180 million of investment during 1974, some 65% of which will be ine 
vested by foreign firms and the rest by Petroperu. Proven daily produce 
tion capacity has reached nearly 40,000 barrels per day, with only 
around 50,000 bpd required at current high petroleum prices to justify 
construction of the 480 mile pipeline over the Andes, Financing for the 
pipeline has not yet been finalized, although a $330 million Japanese 
loan appears secure. 


Major public investments are underway in the agricultural sector, includ- 
ing irrigation projects which will bring an additional 140,000 hectares 
into cultivation and improve the distribution of water on another 190,000 
hectares. These projects include the Chira-Piura and Tinajones projects 
plus a number of small irrigation works, Also, external financing of 
approximately $126 million has been acquired for the first stage of the 
massive Majes project which will eventually cost a total of around $600 
and work is underway. 


Private Investment Recovering Slowly 


Private domestic investment in fixed assets appears to be recovering gra- 
dually from previously depressed levels in response to tax incentives for 
reinvestment and generally favorable market conditions, including potene 
tial markets in the other Andean countries. In 1973, nearly 90% of 
private domestic investment in fixed assets, which increased by an esti- 
mated 6.2% in constant prices during the year, represent reinvestment 

of earnings. New investment is reportedly still largely stagnant--al- 
though confirming data are not availablee-owing to continuing uncertainty 
created by the industrial community concept and doubts over the future 
role of the private sector in the economy, Further restrictions on im 
ports which were recently decreed imposing minimum credit terms of 180 
days have generated added uncertainty, It will also serve to reduce ime 
ports, and investment, and may lead to decreased production, Investor 
response to the recently promulgated Social Property Law is still unclear, 
but at least some of the previous uncertainty and suspicion surrounding 
the nature of this legislation has now been dispelled, 


Private foreign investment remains limited to oil exploration in the jungle 
and on the continental shelf, and to expansion of some onegoing mining ven 
tures, primarily the Cuajone and Cerro Verde copper mines. However, investe 
ment in this sector is likely to exceed $300 million this year. A small 
amount of foreign equity participation as minority shareholders in joint 
ventures as a means of entry into the Andean market is also expected over 
the next few years, On balance, therefore, Peru should receive a respecte 
able net inflow of private investment in 1974, 





Manageable Balance of Payments Deficit Likely, But Outlook Cloudy 


Potential instability in many important variables affecting Peru's balance 
of payments makes forecasting difficult. Nevertheless most observers are 
predicting a moderate, but manageable, deficit over the next eighteen 
months, Exports should increase sharply due to partial resumption of 
fishmeal and fishoil exports at relatively good prices and due to exe 
ceptionally high international prices for the country's mineral and 
traditional agricultural exports, Non-traditional exports are growing 
very rapidly; however, they will constitute only 10% of total exports in 
1974, 


Private sector imports surged sharply higher during the first quarter of 
1974 as entrepreneurs bought ahead to beat inflation and to hedge against 
possible future restrictions on imports. Consequmtly, the Government 
imposed minimum terms of 180 day credit on all imports and limited further 
imports until foreign exchange quotas could be evaluated and revised. 
Meanwhile, the prices of many of Peru's essential imports have soared, 
mest notably those of wheat and petroleum which bulk large in total 
imports. Current estimates foresee moderate trade deficits for 1974 and 
1975 under the assumption that world prices will change little from their 
current levels. The fact that primary product prices, including the 
prices of traditional agricultural products, have been notoriously un- 
stable in recent years interjects marked uncertainty and concern regard-~ 
ing Peru's balance of trade since a drop in mineral prices, historically 
the most volatile of all prices, without a concurrent drop in the prices 
of petroleum and wheat, products which are sold under more controlled 
conditions, could result in a damaging trade deficit. Faced with these 
contingencies, Peruvian authorities have been investigating the feasi-« 
bility of producers cartels as a protective measure. 


Long term capital inflows net of debt amortization during 1974 (and 
probably 1975) are not expected completely to balance the deficits on 
the trade and services accounts plus the negative entries for short 
term capital movements and errors and omissions. Nevertheless, Peru 
continues to receive substantial gross capital commitments in the form 
of refinancing and project loans. Direct balance of payments support 
financing has not proven necessary as yet due to the abundant external 
credit heretofore available, and in fact the country's outstanding 
drawings from the IMF were repaid recently, 


Given the country's very high international credit rating sustained by 
its vast natural resource wealth and its good record of economic manage- 
ment, its future needs for external credit will probably be met, 


Although Peru's balance of payments prospects are less promising now than 
they have been at any time during the past few years, devaluation of the 
Sol is highly unlikely. Government officials have stoutly denied all 
rumors of devaluation and most observers agree that the current situation 





is not sufficiently serious to warrant such a drastic step. Im any event, 
devaluation would be unlikely to help much since it would do little for 
the balance of payments (most of Peru's exports are price inelastic) and 
would strongly exacerbate inflationary pressures. Moreover, net inter- 
national reserves are still high relative to potential balance of payments 
deficits and substantial direct BOP support is available in drawings from 
the IMF, Finally, the difficulties are likely to be of relatively short 
duration since sizeable additional exports of minerals are expected as 
early as 1976, 


Further Large Budget Deficits Expected Despite Substantial Revenue 
Increases 


Government revenue is increasing substantially due to improved administra- 
tion and tax collection flowing from legislation passed early in 1973 to 
simplify the tax structure. Some small rate increases are also producing 
additional income, The largest increases have occurred in the income tax, 
the new value added tax (replacing the old stamp taxes), and in the exe 
port tax which was increased recently to capture some of the higher profits 
produced by current mineral prices. Despite the increases in revenue, 
large budget deficits are expected to continue in coming months. Accelee 
rated spending on development projects and much higher payments for petro- 
leum and wheat, both of which are heavily subsidized by the Government, 
will push spending up at a rate at least equal to the increase in revenue, 


External refinancing credits and the internal sale of treasury bonds will 
again be used to finance the deficits. 


Rate of Inflation Accelerating 


Higher import prices, budgetary deficits, rapid monetary expansion, and 
periodic shortages of basic food items are putting increasing upward pres- 
sure on prices, Fears of inflation are causing anticipatory spending by 
both consumers and businesses, thereby adding to the upward spiral, Prices 
increased by 9.6% through the first five months of 1974, equal to 23% for 
the year should the same rate of increase persist for the twelve months. 
Food and beverage prices increased by 12.2% during the same period, for a 
theoretical annual rate of 29.0%. The GOP has initiated a campaign against 
speculators as a means of controling price increases, but it considers the 
inflation to be caused by external factors and thus largely outside the in- 
fluence of domestic policy. 


The Government has also initiated a twoeday driving ban on private vehicles 
to reduce excessive use of gasoline. Although this measure itself has had 
only mixed success, Peru only imports 30% of its petroleum products, and 
therefore finds itself in a relatively advantageous position compared to 
several of its neighbors. While the balance of payments will be under 

some pressure to absorb price increases for oil imports, potential shortages 





of plastics, resins and other materials has not proved serious since these 
do not constitute a major part of industrial production. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. exporters of capital goods, intermediate goods and raw materials, and 
certain agricultural products (e.g., wheat, vegetable oil) should encounter 
growing markets in Peru in coming months as a result of expanding invest- 
ment and improvement in the relative price competitiveness of U.S. goods. 
The minimum credit requirements for imports recently imposed by the Govern- 
ment will increase the cost of imports and exclude some smaller scale 
importers who will not have access to such credit, and in general credit 
terms and conditions will be increasingly important for exporting to Peru 
for the next couple of years due to the difficult situation viseaevis the 
country's balance of payments. Imports of most non-essential consumer 
goods and goods already produced locally are prohibited. 


& 
Most public sector imports will be those connected with the major projects 
being developed by the Government, which include: several irrigation pro- 
jects, a fertilizer plant, copper, zinc and lead refineries, expansion of 
the steel complex, a petrochemical industry, a metal mechanics industry, 
oil exploration, wood and paper industries, port expansion, and various min- 
ing, hydroelectric, and transport and communication projects. 


Investment Opportunities Look Good 


There are opportunities in Peru for foreign investors; however, the 
investor must be willing to abide by the country's rules governing foreign 
investments, most of which parallel Decision 24 of the Andean Pact. Under 
these rules, investors remittances are limited to no more than 14% on 
invested capital and investments will be subject to a fade-out formla 
aimed at reducing foreign ownership to a minority position over a given 
number of years. Most future investments will probably consist of joint 
ventures with State or Peruvian private capital, with the foreign pro- 
portion limited to a minority or to less than 20% if the firm is to be 
designated "national" and thus benefit from the advantages offered by the 
Andean Pact. Also, all firms, with or without foreign participation, 
remain subject to the industrial community provisions of the General 
Industries Law which requires that 50% ownership be relinquished to the 
workers with payment for their ownership flowing from a 15% allocation 
from enterprise profits, Notwithstanding these restrictions, investors 
may find some opportunities, especially in terms of supplying the Andean 
market, Additional profitable opportunities exist for firms interested 

in developing turnkey projects for the Peruvian Government, 
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